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FEDERAL TAX
 TRUSTS. The taxpayer trust was created as a liquidating trust 
in a bankruptcy case and had received several extensions from the 
bankruptcy court as it attempted to liquidate the debtor’s estate. 
The taxpayer was again seeking an extension of its term and sought 
a ruling that the next extension would not cause it to cease to be 
recognized	as	a	trust	under	Treas.	Reg.	§	301.7701-4(d).	The	IRS	
ruled	that,	under	the	conditions	established	by	Rev.	Proc.	94-95,	
1994-2	C.B.	684,	 the	extension	would	not	cause	the	trust	 to	be	
classified	as	a	liquidating	trust	for	federal	tax	purposes.	The	IRS	
also ruled that the trust would continue to be treated as a grantor 
trust	 owned	 by	 the	 beneficiaries	 ,	 provided	 the	 trust	 term	was	
extended by the court. Ltr. Rul. 201241003, July 2, 2012.
FEDERAL FARM
PROGRAMS
 NO ITEMS.
 FEDERAL ESTATE
AND GIFT TAXATION
 GIFTS.	For	calendar	year	2013,	 the	first	$14,000	of	gifts	 to	
any person (other than gifts of future interests in property) are not 
included in the total amount of taxable gifts under I.R.C. § 2503 
made	during	the	year.	For	calendar	year	2013,	the	first	$15,102	of	
gifts to a spouse who is not a citizen of the United States (other 
than gifts of future interests in property) are not included in the 
total amount of taxable gifts under I.R.C. §§ 2503 and 2523(i)(2) 
made during that year. Rev. Proc. 2012-41, I.R.B. 2012-45.
 MARITAL DEDUCTION. The taxpayer was the survivor of 
a	 same-sex	marriage.	The	 taxpayer	 received	most	of	 the	 estate	
but the estate was denied the marital deduction under the federal 
Defense of Marriage Act. The taxpayer argued that the denial of 
the marital deduction deprived the taxpayer of equal protection 
under the Fifth Amendment of the U.S. Constitution. The trial and 
appellate courts held that the Act was unconstitutional in that the 
definition	of	marriage	as	between	only	one	man	and	one	woman	
had no rational basis in that all of the stated purposes of the Act 
were not legitimately furthered by the Act. Windsor v. United 
States, 2012-2 U.S. Tax Cas. (CCH) ¶ 60,654 (2d Cir. 2012), 
aff’g, 2012-1 U.S. Tax Cas. (CCH) ¶ 60,647 (S.D. N.Y. 2012).
BANkRUPTCY
CHAPTER 12
 OFFSET.	The	debtor	filed	for	Chapter	12	in	November	2010	
and the claims against the debtor included farm loans from the 
FSA. The debtor was entitled to payments under the Direct and 
Countercyclical Program (DCP) after signing up in May 2012 to 
participate for 2012. The FSA sought an offset of the 2012 DCP 
payments against the FSA loans owed by the debtor. The court 
noted that the DCP was authorized in the 2008 Farm Bill and thus 
owners and lessors of land were entitled to the payments with only 
the	sign-up	as	a	remaining	requirement.	The	debtor	farmed	land	
owned by the debtor and land owned by others and leased to the 
debtor. The court held that the DCP payments as to the debtor’s own 
land	arise	pre-petition	as	did	the	FSA	loans;	therefore,	the	FSA	was	
entitled to have the DCP payments as to the owned land applied 
to its claims. However, the court found that the debtor would not 
be entitled to the DCP payments as to the leased land until the 
debtor	 signed	up	 for	 the	program.	Because	 the	 sign-up	 for	 the	
2012 payments did not occur until May 2012, the DCP payments 
for	2012	arose	post-petition	and	the	FSA	was	not	entitled	to	have	
the 2012 DCP payments applied to its claims. In re Farmer, 2012 
Bankr. LEXIS 4830 (Bankr. E.D. N.C. 2012).
 PLAN. The Chapter 12 debtors had obtained loans from a bank 
which were secured by the debtors’ real and personal farm property. 
The	debtors’	plan	treated	the	bank’s	claim	as	under-secured	based	
on their valuation of the personal property; therefore, no payment 
of	 attorney	 fees	 and	 costs,	 allowed	 by	 Section	 506(b),	were	
included. The plan also provided that the bank’s loans would be 
consolidated	and	paid	under	a	25-year	amortization	period	with	
a	10-year	balloon	at	5.25	percent.	The	bank	objected	to	the	plan	
and submitted its own appraisal which showed the bank’s claim 
to be oversecured and entitled to the attorney fees and costs. The 
bank	also	objected	to	the	repayment	terms,	arguing	that	the	interest	
rate was too low and the repayment period too long. The court 
held	 that	 the	 interest	 rate	was	sufficient,	given	 the	 low	interest	
rates available, however, because most of the loans were shorter 
term	 personal	 property	 loans,	 the	 court	 held	 that	 the	 25-year	
amortization	period	was	too	long.	The	creditor	also	objected	to	the	
whole plan as unfeasible. The court agreed, noting that much of the 
anticipated cost savings from feeding hay grown on the property 
to the debtors’ horses would reduce income from the sale of that 
same	hay.	The	court	also	found	that	 the	debtors’	projections	of	
income	were	too	rosy	and	projections	of	costs	incomplete.		The	
court	held	that	the	plan	could	not	be	confirmed	because	(1)	the	
plan was not feasible, (2) the plan did not include attorney fees 
and costs for the bank’s oversecured claims, and (3) the repayment 
period for the personal property loans was too long. In the Matter 
of Whitten, 2012 Bankr. LEXIS 4750 (Bankr. D. Neb. 2012). 
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FEDERAL INCOME 
TAXATION
 ALIMONY. The taxpayer was divorced and the divorce decree 
provided for spousal maintenance payments which were to be 
stopped when the couple’s child reached age 23. A few years after 
the	divorce,	the	taxpayer	entered	into	a	qualified	domestic	relations	
order, under which the taxpayer transferred a lump sum from the 
taxpayer’s pension fund to the former spouse in satisfaction of 
all obligations under the divorce decree. The taxpayer claimed an 
alimony deduction for the payments made under the divorce decree 
in	the	tax	year	of	the	final	settlement.	The	IRS	acknowledged	that	
the	spousal	maintenance	payments	would	be	qualified	alimony;	
however,	 the	final	 lump	sum	payment	did	not	qualify	because	
the payment was made from the pension fund trust and not the 
taxpayer.  Doolittle v. Comm’r, T.C. Summary Op. 2012-103.
 BUSINESS EXPENSES. The taxpayer reported business 
income and expenses on Schedule C and included expenses for 
advertising; (2) vehicle expenses, calculated using the standard 
mileage rate; (3) insurance expenses; (4) legal and professional 
service	 expenses;	 (5)	 office	 expenses;	 (6)	 rent	 or	 lease	 of	
vehicles,	machinery,	and	equipment	expenses;	(7)	rent	or	lease	
of other business property expenses; (8) repair and maintenance 
expenses; (9) supplies expenses; (10) taxes and licenses expenses; 
(11) travel expenses; (12) deductible meals and entertainment 
expenses; (13) utilities expenses; (14) wage expenses; and (15) 
other expenses. The IRS disallowed most of the deductions for the 
expenses. The taxpayer claimed that the records substantiating the 
expenses were lost by theft during a move.  The court noted that 
the taxpayer failed to provide any secondary evidence to support 
the deductions, particularly for the allocation of the use of the 
property for business and personal use. Several of the deductions 
were connected to the taxpayer’s use of the taxpayer’s residence 
for the business, but the taxpayer also failed to show the portion 
of the residence used exclusively for the business. Therefore, the 
court upheld the IRS disallowance of most of the deductions for 
the expenses. DeLima v. Comm’r, T.C. Memo. 2012-291.
 The taxpayer owned two patents on two small products. The 
taxpayer incurred expenses in attempting to promote the products 
and claimed deductions for those expenses. The court held that the 
deductions were allowed only to the extent permitted by the IRS 
for lack of substantiation and for failure to distinguish personal 
from business expenses. H & M, Inc. v. Comm’r, T.C. Memo. 
2012-290.
 The taxpayer operated a real estate consulting business and 
claimed business expense deductions for advertising, commissions 
and	fees,	contract	 labor,	 legal	and	professional	services,	office	
expenses, supplies, taxes and licensing, travel, and meals and 
entertainment. The taxpayer also claimed deductions for home 
office	 expenses.	However,	 the	 taxpayer	 failed	 to	 provide	 any	
records, receipts, canceled checks, or other evidence to support 
the claimed expenditures on advertising, commissions and 
fees, contract labor, legal and professional services, or taxes 
and	 licensing.	 	 In	support	of	 the	deductions	claimed	for	office	
expenses, supplies, meals and entertainment, and travel expenses, 
the taxpayer submitted only uncategorized pages of photocopied 
receipts, many of which were partially or completely unreadable. 
Although some of the receipts contained written comments, none 
of the expenses were clearly explained or attributed to necessary 
business expenses. Thus, the court held that the deductions were 
properly disallowed for lack of substantiation.  The taxpayer also 
failed to provide any substantiation of the claim of an exclusive 
portion of the taxpayer’s residence for business purposes and 
the	 court	 also	 upheld	 the	 denial	 of	 the	 home	office	 expense	
deductions. Chrush v. Comm’r, T.C. Memo. 2012-299.
 CHARITABLE DEDUCTION. The taxpayer partnership 
purchased several improved parcels of real estate in New Orleans, 
including an historic building. The partnership granted a facade 
conservation	 easement	 to	 the	 historic	 building	 to	 a	 nonprofit	
organization. The partnership claimed a charitable deduction 
for the value of the easement based on a reduction in value of 
the historic building and the neighboring buildings owned by 
the partnership. The easement did not place any restrictions 
on the neighboring buildings, however, and the Tax Court held 
that the deduction could not include any loss of value of the 
neighboring	buildings.	In	addition,	the	Tax	Court	rejected	the	
partnership’s use of the reconstruction cost method of valuation 
because it was unlikely that the building would be rebuilt if 
destroyed.	The	Tax	Court	also	rejected	use	of	the	income	method	
of valuation because any income from the use of the building was 
too speculative. The valuation was restricted to the comparable 
method. On appeal, the appellate court held that the effect on 
valuation of neighboring properties should have been allowed 
in valuing the easement because changes to the neighboring 
building were limited by aspects of the easement. The appellate 
court also held that the Tax Court should have allowed the 
valuation to factor in the effect on the highest and best use of 
all the neighboring properties owned by the partnership. On 
remand, the Tax Court held that the effect of the easement on 
the use and value of other neighboring buildings owned by the 
taxpayer	was	not	sufficiently	demonstrated	by	the	taxpayer	in	that	
the	easement’s	terms	did	not	specifically	prevent	modification	of	
the	other	buildings.		The	Tax	Court	also	reaffirmed	its	valuation	
of the easement, holding that the highest and best use of the 
property as a luxury hotel did not solely determine the value of 
the easement because the property value could also be based on 
its	second-best	use.			Whitehouse Hotel Limited Partnership 
v. Comm’r, 139 T.C. No. 13 (2012), on rem. from, 2010-2 U.S. 
Tax Cas. (CCH) ¶ 50,564 (5th Cir. 2010), vac’g and rem’g, 
131 T.C. 112 (2008).
 The taxpayers were members of a limited liability company 
which conveyed two conservation easements on ranch land 
owned by the company. The transfer were bargain sales and 
the taxpayer reported the gain from the portion of the transfers 
for which the taxpayers received payment and claimed the 
unpaid portion as a charitable deduction.  The IRS disallowed a 
charitable deduction for the transfers because (1) the conservation 
purpose for the easements was not protected in perpetuity 
because the charitable organization was required to reimburse the 
government agencies, in the event the taxpayer received proceeds 
should the land to which the easements relate be condemned and 
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the easements extinguished; (2) the appraisal report was not a 
“qualified	appraisal”	because	the	report	did	not	include	statements	
that the appraisal was prepared for income tax purposes; and 
(3) the taxpayers did not obtain contemporaneous written 
acknowledgments from the charitable organization indicating 
the amount of goods or services that the taxpayers received for 
the contribution. The court held that, although the proceeds of a 
condemnation sale would have to be refunded back to the funding 
government agencies, the returned funds would still be used by the 
government agencies for conservation purposes.  The court also 
held	that	the	appraisal	was	sufficient	because,	although	a	specific	
tax purposes statement was not included, the appraisal contained 
all	information	and	the	proper	tax	form	was	filed.	The	court	found	
that the taxpayers and charitable organization substantially met 
the requirement for a contemporaneous written acknowledgment 
from the charitable organization indicating the amount of goods 
or services that the taxpayers received for the contribution in 
that the information was contained in (1) the option agreement 
for purchase of the easements; (2) the Forms 8283 attached to 
the taxpayers’ income tax returns; (3) the letters from the donee 
to	the	taxpayers	stating	that	the	organization	was	qualified	under	
I.R.C.	§	170(h)	and	that	it	would	receive	and	hold	the	deeds	of	
conservation	easement	with	respect	to	the	subject	property;	(4)	
the settlement statements prepared by the title insurance company; 
and (5) the deeds for the easements themselves. Irby v. Comm’r, 
139 T.C. No. 14 (2012).
 FOREIGN ACCOUNTS. The IRS has published an 
announcement which outlines (1) certain time lines for 
withholding	 agents	 and	 foreign	financial	 institutions	 (FFIs)	 to	
complete due diligence and other requirements and (2) certain 
additional guidance concerning gross proceeds withholding and 
the status of certain instruments as grandfathered obligations under 
I.R.C.	§§	1471	through	1474.	The	Department	of	the	Treasury	
and the IRS intend to incorporate the rules described in this 
announcement	in	final	regulations	under	I.R.C.	§§	1471	through	
1474.	Ann. 2012-42, I.R.B. 2012-47.
 HOBBY LOSSES. The taxpayer started a private sport 
coaching activity which the taxpayer pursued while not employed 
as a school coach. The court held that the activity was engaged 
in	with	 the	 intent	 to	make	 a	 profit	 because	 (1)	 the	 taxpayer	
maintained records for the activity and made changes in the 
activity to decrease expenses and increase income, (2) the taxpayer 
had extensive experience and training in coaching and sought the 
advice of other successful private trainers, (3) the taxpayer spent 
a	significant	amount	of	 the	non-working	hours	on	 the	activity,	
(4) the taxpayer did not offset substantial income from other 
sources with the losses from the activity, and (5) although the 
court	recognized	that	the	taxpayer	enjoyed	coaching,	the	court	
found that the amount of time and effort required showed that 
the taxpayer did not receive personal pleasure from the activity. 
Parks v. Comm’r, T.C. Summary Op. 2012-105.
 HOUSING CREDIT. The IRS has issued a revenue procedure 
publishing the amounts of unused housing credit carryovers 
allocated	to	qualified	states	under	I.R.C.	§	42(h)(3)(D)	for	calendar	
year 2012. Rev. Proc. 92-31, 1992-1 C.B. 775, provides guidance 
to	state	housing	credit	agencies	of	qualified	states	on	the	procedure	
for requesting an allocation of unused housing credit carryovers 
under I.R.C. § 42(h)(3)(D).  Rev. Proc. 2012-42, I.R.B. 2012-46.
 INDEPENDENT CONTRACTOR. The taxpayer served 
as a trustee of a local community bank for over four decades. 
The taxpayer did not hold any similar position with any other 
business or bank and had no other connection with the bank. The 
taxpayer received compensation for service as trustee and listed the 
compensation	as	taxable	income	but	did	not	pay	self-employment	
taxes on the compensation. The court held that a trustee was not 
similar	to	a	corporate	officer;	therefore,	common	law	employee-
employer relationship rules applied to determine whether the 
taxpayer was an independent contractor or an employee of 
the bank. The court held that the taxpayer was an independent 
contractor because a trustee was more similar to a director of 
a corporation and directors were independent contractors. In 
addition, the court noted that the bank had little control over the 
trustees who functioned as representatives of the community rather 
than	as	fiduciaries	of	the	bank.		Blodgett v. Comm’r, T.C. Memo. 
2012-298.
 INFLATION-ADJUSTED ITEMS. The IRS has announced 
many	of	the	inflation-adjusted	deductions,	credits	and	other	limits	
for 2013. Unearned Income of Minor Children Taxed as if Parent’s 
Income (the “Kiddie Tax”). For taxable years beginning in 2013, 
the amount in I.R.C. § 1(g)(4)(A)(ii)(I), which is used to reduce the 
net	unearned	income	reported	on	the	child’s	return	that	is	subject	
to the “kiddie tax,” is $1,000. The same $1000 amount is used 
for	purposes	of	I.R.C.	§	1(g)(7)	(that	is,	to	determine	whether	a	
parent may elect to include a child’s gross income in the parent’s 
gross income and to calculate the “kiddie tax”). Rehabilitation 
Expenditures Treated as Separate New Building. For calendar 
year	2012,	the	per	low-income	unit	qualified	basis	amount	under	
I.R.C.	 §	 42(e)(3)(A)(ii)(II)	 is	 $6,400.	 	Low-Income Housing 
Credit. For calendar year 2013, the amount used under I.R.C. § 
42(h)(3)(C)(ii) to calculate the State housing credit ceiling for the 
low-income	housing	credit	is	the	greater	of	(1)	$2.25	multiplied	
by the state population, or (2) $2,590,000. Alternative Minimum 
Tax Exemption for a Child Subject to the “Kiddie Tax.” For 
taxable years beginning in 2013, for a child to whom the I.R.C. § 
1(g) “kiddie tax” applies, the exemption amount under I.R.C. §§ 
55	and	59(j)	for	purposes	of	the	alternative	minimum	tax	under	
I.R.C. § 55 may not exceed the sum of (1) the child’s earned 
income	for	the	taxable	year,	plus	(2)	$7,150.		Income from United 
States Savings Bonds for Taxpayers Who Pay Qualified Higher 
Education Expenses. For taxable years beginning in 2013, the 
exclusion under I.R.C. § 135, regarding income from United States 
savings	bonds	for	taxpayers	who	pay	qualified	higher	education	
expenses,	begins	to	phase	out	for	modified	adjusted	gross	income	
above	$112,050	for	joint	returns	and	$74,700	for	other	returns.	
The	 exclusion	 is	 completely	 phased	out	 for	modified	 adjusted	
gross	income	of	$142,050	or	more	for	joint	returns	and	$89,700	
or more for other returns.  Loan Limit on Agricultural Bonds. For 
calendar year 2013, the loan limit amount on agricultural bonds 
under	 I.R.C.	§	147(c)(2)(A)	for	first-time	farmers	 is	$501,100.	
Eligible Long-Term Care Premiums. For taxable years beginning in 
2013, the limitations under I.R.C. § 213(d)(10), regarding eligible 
long-term	care	premiums	includible	in	the	term	“medical	care,”	
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are as follows: Attained Age Before the Close of the Taxable 
Year	Limitation	on	Premiums	40	or	less,	$360;	More	than	40	
but	not	more	than	50,	$680;	More	than	50	but	not	more	than	60,	
$1,360;	More	than	60	but	not	more	than	70,	$3,640;	More	than	
70.	$4,550.	Medical Savings Accounts.  Self-only	coverage. For 
taxable years beginning in 2013, the term “high deductible health 
plan”	as	defined	in	I.R.C.	§	220(c)(2)(A)	means,	for	self-only	
coverage, a health plan that has an annual deductible that is not 
less than $2,150 and not more than $3,200, and under which the 
annual	out-of-pocket	expenses	required	to	be	paid	(other	than	for	
premiums)	for	covered	benefits	do	not	exceed	$4,300.	(2)	Family	
coverage. For taxable years beginning in 2013, the term “high 
deductible health plan” means, for family coverage, a health 
plan that has an annual deductible that is not less than $4,300 
and	not	more	than	$6,450,	and	under	which	the	annual	out-of-
pocket expenses required to be paid (other than for premiums) 
for	covered	benefits	do	not	exceed	$7,850.		Treatment of Dues 
Paid to Agricultural or Horticultural Organizations. For taxable 
years beginning in 2013, the limitation under I.R.C. § 512(d)
(1), regarding the exemption of annual dues required to be paid 
by a member to an agricultural or horticultural organization, is 
$155.  Property Exempt from Levy. For calendar year 2013, the 
value	of	property	exempt	from	levy	under	I.R.C.	§	6334(a)(2)	
(fuel, provisions, furniture, and other household personal effects, 
as well as arms for personal use, livestock, and poultry) cannot 
exceed	$8,790.	The	value	of	property	exempt	from	levy	under	
I.R.C.	§	6334(a)(3)	 (books	and	 tools	necessary	 for	 the	 trade,	
business, or profession of the taxpayer) cannot exceed $4,400. 
Rev. Proc. 2012-41, I.R.B. 2012-45.
 INSTALLMENT METHOD. The taxpayer, an S corporation, 
used the accrual method of accounting and claimed it has been 
approved	to	file	its	federal	income	tax	return	on	a	fiscal	year	basis	
as	a	“grandfathered	fiscal	year.”	The	taxpayer	also	wholly	owned	
two	qualified	subchapter	S	subsidiaries	which	were	not	treated	
as separate corporations. One subsidiary, in turn, wholly owned 
another	qualified	subchapter	S	subsidary.	The	taxpayer	entered	
into a asset purchase agreement which provided for payments 
based on the earnings of the purchaser.  Because the payments 
were likely to be very low or even zero for several years, the 
taxpayer sought permission to use an alternative method of basis 
recovery instead of the installment method of reporting. The IRS 
ruled that the taxpayer could use an alternative reporting method 
under which the taxpayer would allocate the same ratio of basis 
to each installment payment as that installment payment bore 
to the estimated amount of aggregate payments to be received 
by the taxpayer during the years in which payments would be 
received. Ltr. Rul. 201241001, July 10, 2012.
 PARTNERSHIPS
 DEFINITION. The taxpayers were father and son and they 
operated several farming activities on several parcels of land, 
some	contributed	by	the	father	and	some	jointly	purchased	by	
both.	Although	the	taxpayers	shared	and	report	profits	equally,	
the father claimed a greater portion of the expenses than the son. 
The court held that the taxpayers operated the farm as an equal 
partnership and the farm was taxable as a partnership because 
(1) both parties contributed capital and services, (2) they agreed 
to and did split the gross income from all sales, (3) both parties 
had equal access to the operation’s accounts, (4) both parties 
had	a	proprietary	interest	in	farm	profits,	although	the	interest	
in losses was not clear, (5) the name of the operation did not 
clearly	indicate	the	nature	of	the	business	entity,	(6)	the	parties	
held themselves out as a partnership in obtaining insurance and 
filings	with	the	state,	and	(7)	both	parties	exercised	control	over	
the farm’s operations. Thus, the father was restricted to an equal 
share	of	the	expenses	as	deductions.	The	appellate	court	affirmed	
in a decision designated as not for publication.  See Harl, “When 
Is An Operating Arrangement a Partnership?” 21 Agric. L. Dig. 
129 (2010).  NOTE: it would appear that the “small partnership” 
exception	 in	 I.R.C.	Sec.	6231(a)(1)(B),	which	 is	discussed	 in	
Harl, “The ‘Small Partnership’ Exception: A Way to Escape 
Partnership Tax Complexity,” 23 Agric. L. Dig. 1 (2012), might 
have provided a defense in this case. Holdner v. Comm’r, 2012-
2 U.S. Tax Cas. (CCH) ¶ 50,626 (9th Cir. 2012), aff’g, T.C. 
Memo. 2010-175.
 PENSION PLANS. The IRS has announced cost of living 
adjustments	affecting	dollar	 limitations	for	pension	plans	and	
other	 retirement-related	 items	for	 tax	year	2013.	The	elective	
deferral (contribution) limit for employees who participate 
in	 section	 401(k),	 403(b),	 or	 457(b)	 plans,	 and	 the	 federal	
government’s	Thrift	 Savings	Plan	 increased	 to	 $17,500.	The	
catch-up	 contribution	 limit	 under	 those	 plans	 for	 those	 aged	
50 and over remains unchanged at $5,500. The deduction for 
taxpayers making contributions to a traditional IRA is phased out 
for singles and heads of household who are active participants 
in		an	employer-sponsored	retirement	plan	and	have	modified	
adjusted	gross	 incomes	(AGI)	between	$59,000	and	$69,000,	
increased	 from	 2012.	 For	married	 couples	 filing	 jointly,	 in	
which the spouse who makes the IRA contribution is an active 
participant	in	an	employer-sponsored	retirement	plan,	the	income	
phase-out	 range	 is	 $95,000	 to	 $115,000,	 up	 from	$92,000	 to	
$112,000. For an IRA contributor who is not an active participant 
in	 an	 employer-sponsored	 retirement	 plan	 and	 is	married	 to	
someone who is an active participant, the deduction is phased 
out	if	the	couple’s	income	is	between	$178,000	and	$188,000,	
up	from	$173,000	and	$183,000.	The	AGI	phase-out	range	for	
taxpayers	making	contributions	to	a	Roth	IRA	is	$178,000	to	
188,000	for	married	couples	filing	jointly,	up	from	$173,000	to	
$183,000 in 2011. For singles and heads of household, the income 
phase-out	range	is	$112,000	to	$127,000,	up	from	$110,000	to	
$125,000.	For	a	married	individual	filing	a	separate	return	who	
is	 an	 active	 participant	 in	 an	 employer-sponsored	 retirement	
plan,	the	phase-out	range	remains	$0	to	$10,000.	The	AGI	limit	
for the saver’s credit (also known as the retirement savings 
contributions	credit)	for	low-and	moderate-income	workers	is	
$59,000	for	married	couples	filing	jointly,	up	from	$57,500	in	
2012; $44,250 for heads of household, up from $43,125; and 
$29,500	for	married	individuals	filing	separately	and	for	singles,	
up	 from	 $28,750.	Election to Expense Certain Depreciable 
Assets.	For	taxable	years	beginning	in	2012,	under	I.R.C.	§	179(b)
(1)(C)	the	aggregate	cost	of	any	I.R.C.	§	179	property	a	taxpayer	
may elect to treat as an expense cannot exceed $139,000. Under 
I.R.C.	§	179(b)(2)(C),	the	$139,000	limitation	is	reduced	(but	
not	below	zero)	by	the	amount	the	cost	of	I.R.C.	§	179	property	
placed	in	service	during	the	2012	taxable	year	exceeds	$560,000.	
not	initiate	contact	with	taxpayers	by	e-mail	to	request	personal	
or	 financial	 information.	This	 includes	 any	 type	 of	 electronic	
communication, such as text messages and social media channels. 
If taxpayers get an unsolicited email that appears to be from the 
IRS, report it by sending it to phishing@irs.gov. Special Edition 
Tax Tip 2012-13.
 REGISTERED TAX RETURN PREPARERS.  The IRS has 
announced that it is not planning to extend the December 31, 2013, 
deadline for unenrolled preparers to take and successfully pass the 
registered tax return preparer (RTRP) examination, a spokesperson 
for the IRS told CCH on October 23. If a provisional PTIN holder 
does not pass the RTRP examination before January 1, 2014, the 
IRS intends to deactivate his or her PTIN, the IRS cautioned on 
its website. By George L. Yaksick, Jr., CCH News Staff.
	 The	IRS	has	issued	a	reminder	to	the	nation’s	730,000	federal	
tax return preparers that they must renew their Preparer Tax 
Identification	Numbers	(PTINs)	for	2013.		Also,	preparers	who	
have a competency test requirement should take the time now 
to schedule an appointment for the exam.  New continuing 
education and testing requirements also apply to approximately 
340,000 preparers who previously had no such requirements. 
These preparers must certify when renewing their PTIN for 2013 
that	they	have	completed	the	15-hour	requirement	for	continuing	
education in 2012. Learn more about the 2012 continuing 
education requirement at www.irs.gov/taxpros/ce .
   FARM ESTATE
  AND BUSINESS
     PLANNING
         by Neil E. Harl
 The Agricultural Law Press is honored to publish the 
completely	 revised	 and	 updated	 16th	 Edition	 of	 Dr.	 Neil	 E.	
Harl’s excellent guide for farmers and ranchers who want to 
make the most of the state and federal income and estate tax 
laws	to	assure	the	least	expensive	and	most	efficient	transfer	of	
their estates to their children and heirs.  
 We also offer an eBook version of Farm Estate and Business 
Planning, for the lower price of $25.00. The digital version is 
designed for use on all eBook readers’ formats. Please specify 
your reader when you order an eBook version.  A PDF version is 
also available for computer or tablet use at $25.00.
 Print and digital copies can be ordered directly from the Press 
by sending a check for $35 (print version) or $25 (eBook or PDF 
version)	to	Agricultural	Law	Press,	127	Young	Rd.,	Kelso,	WA	
98626.	Please	include	your	e-mail	address	if	ordering	the	eBook	
or	PDF	version	and	the	digital	file	will	be	e-mailed	to	you.
	 Credit	card	purchases	can	be	made	by	calling	Robert	at	360-
200-5666	in	Kelso,	WA	or	online	at	www.agrilawpress.com
 For more information, contact robert@agrilawpress.com.
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 SALE OF BUSINESS. The taxpayer owned a corporation which 
operated an insurance agency. The taxpayer sold the agency, but 
not the corporation, to a competitor in exchange for employment by 
the	competitor	under	a	six-year	compensation	agreement.	The	IRS	
recharacterized the income from the agreement as capital gain from 
the sale of the agency but the court held that the compensation was 
reasonable for the work performed by the taxpayer, based on the 
taxpayer’s experience, goodwill in the community and knowledge. 
After the sale, the corporation issued a promissory note to the 
taxpayer for payment over several years. The IRS and the court 
held	 that	 the	payments	were	equity	payments	and	not	bona	fide	
debt because (1) the note had no maturity date, (2) the note terms 
were not consistent with industry lending practices, (3) the taxpayer 
indicated no intent to enforce the note until faced with an audit, and 
(4)	payments	were	tied	to	the	profits	of	the	corporation.	H & M, 
Inc. v. Comm’r, T.C. Memo. 2012-290.
SAFE HARBOR IN TEREST RATES
November 2012
	 Annual	 Semi-annual	Quarterly	Monthly
Short-term
AFR  0.22 0.22 0.22 0.22
110 percent AFR 0.24 0.24 0.24 0.24
120	percent	AFR	 0.26	 0.26	 0.26	 0.26
Mid-term
AFR  0.89 0.89 0.89 0.89
110 percent AFR  0.98 0.98 0.98 0.98
120	percent	AFR	 1.07	 1.07	 1.07	 1.07
Long-term
AFR 2.40 2.39 2.38 2.38
110	percent	AFR		 2.65	 2.63	 2.62	 2.62
120	percent	AFR		 2.89	 2.87	 2.86	 2.85
Rev. Rul. 2012-30, I.R.B. 2012-45.
IN THE NEWS
 IRS PUBLICATIONS.  The IRS has published Pub. 225, 
Farmer’s Tax Guide, for 2012. http://www.irs.gov/pub/irs-pdf/
p225.pdf  The IRS has also published Schedule J, Form 1040, 
Income Averaging for Farmers and Fishermen, for 2012 http://
www.irs.gov/pub/irs-pdf/f1040sj.pdf
 PHONY IRS WEB SITES. The IRS has issued a warning about 
a	new	tax	scam	that	uses	a	website	that	mimics	the	IRS	e-Services	
online	 registration	 page.	The	 actual	 IRS	 e-Services	 page	 offers	
web-based	products	for	tax	preparers,	not	the	general	public.	The	
phony web page looks almost identical to the real one. Criminals 
use	these	sites	to	lure	people	into	providing	personal	and	financial	
information that may be used to steal the victim’s money or identity. 
The	address	of	the	official	IRS	website	is	www.irs.gov.	The	IRS	
warned about being misled by sites claiming to be the IRS but ending 
in .com, .net, .org or other designations instead of .gov. If taxpayers 
find	a	suspicious	website	that	claims	to	be	the	IRS,	they	should	send	
the	site’s	URL	by	email	to	phishing@irs.gov.	Use	the	subject	line,	
‘Suspicious website.’ Taxpayer should be aware that the IRS does 
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AGRICULTURAL TAX SEMINARS
by Neil E. Harl
  Due to unexpected demand and success from our Ames, Fargo, and Sioux Falls seminars, we have added four new seminars in November and December. Join 
us for expert and practical seminars on the essential aspects of agricultural tax law. Gain insight and understanding from one of the country’s foremost authorities 
on agricultural tax law.  Note, Dr. Harl will not be participating in the ISU Tax Schools in 2012 so these seminars are the only chance to hear Dr. Harl speak 
about important tax issues this fall. The seminars will be held on two days from 8:00 am to 5:00 pm. Registrants may attend one or both days, with separate 
pricing	for	each	combination.	On	the	first	day,	Dr.	Harl	will	speak	about	farm	income	tax.	On	the	second	day,	Dr.	Harl	will	cover	farm	estate	and	business	planning.	
Your	registration	fee	includes	written	comprehensive	annotated	seminar	materials	for	the	days	attended	and	lunch.	
Online registration is available at www.agrilawpress.com.   Four locations and dates to choose from:
 November 29-30, 2012,  Hilton Garden Inn, 2701 Mid America Dr., Council Bluffs, IA ph. 712-309-9000
 December 10-11, 2012, 812 University St., Graham Conference Center, Central College, Pella, IA
 December 13-14, 2012, Isle Casino Hotel, 1777 Isle Parkway, Bettendorf, IA  ph. 800-724-5825
 December 17-18, 2012, Clarion Inn, 2101 4th St. SW, Mason City, IA ph. 641-423-1640
 
  
 The seminar registration fees for current subscribers	(and	for	each	one	of	multiple	registrations	from	the	same	firm)	to	the	
Agricultural Law Digest, the Agricultural Law Manual, or Farm Estate and Business Planning are $225 (one day) or $400 (two 
days).
 The registration fees for nonsubscribers	are	$250	(one	day)	and	$450	(two	days).	Non-subscribers	may	obtain	the	discounted	
fees by purchasing any one or more publications. See www.agrilawpress.com for online book purchasing and seminar registration..
	 Contact	Robert	Achenbach	at	360-200-5666,	or	e-mail	Robert@agrilawpress.com	for	a	brochure.
 Sale and gift combined.
Like-kind Exchanges
	 Requirements	for	like-kind	exchanges
 “Reverse Starker” exchanges
					What	is	“like-kind”	for	realty
 Like-kind	guidelines	for	personal	property	
    Partitioning property
    Exchanging partnership assets
Taxation of Debt
 Turnover of property to creditors
 Discharge of indebtedness
 Taxation in bankruptcy.
Second day
FARM ESTATE AND 
BUSINESS PLANNING
New Legislation 
Succession planning and the importance of
 fairness
The Liquidity Problem
Property Held in Co-ownership
	 Federal	estate	tax	treatment	of	joint	tenancy
	 Severing	joint	tenancies	and	resulting	basis
 Joint tenancy and probate avoidance
 Joint tenancy ownership of personal property
 Other problems of property ownership
Federal Estate Tax
 The gross estate
 Special Use Valuation
	 Family-owned	business	deduction	recapture
 Property included in the gross estate
 Traps in use of successive life estates
 Basis calculations under uniform basis rules
 Valuing growing crops
 Claiming deductions from the gross estate
 Marital and charitable deductions
 Taxable estate
 The applicable exclusion amount
	 Unified	estate	and	gift	tax	rates
 Portability and the new regulations
 Federal estate tax liens
 Undervaluations of property
Gifts
	 Reunification	of	gift	tax	and		estate	tax
 Gifts of property when debt exceeds basis
	 Major	gifts	in	2012	and	the	possibility	of
	 			“claw-back”	
Use of the Trust
The General Partnership
 Small partnership exception
Limited Partnerships
Limited Liability Companies
 Developments with passive losses
	 Corporate-to-LLC	conversions
 New regulations for LLC and LLP losses
The Closely Held Corporations 
	 State	anti-corporate	farming	restrictions
 Developing the capitalization structure
	 Tax-free	exchanges
 Would incorporation trigger a gift because of
	 	 severance	of	land	held	in	joint	tenancy?
 “Section 1244” stock
Status of the Corporation as a Farmer
 The regular method of income taxation
 The Subchapter S method of taxation
Financing, Estate Planning Aspects and
    Dissolution of Corporations
	 Corporate	stock	as	a	major	estate	asset
 Valuation discounts
 Dissolution and liquidation
 Reorganization
Social Security
	 In-kind	wages	paid	to	agricultural	labor
First day
FARM INCOME TAX
New Legislation
Reporting Farm Income
 Leasing land to family entity
 Constructive receipt of income
 Deferred payment and installment payment
  arrangements for grain and livestock sales
 Using escrow accounts
 Payments from contract production
 Items purchased for resale
 Items raised for sale
 Crop insurance proceeds
	 Weather-related	livestock	sales
 Sales of diseased livestock
	 Reporting	federal	disaster	assistance	benefits
 Gains and losses from commodity futures
Claiming Farm Deductions
 Soil and water conservation expenditures
 Fertilizer deduction election
 Depreciating farm tile lines
 Farm lease deductions
 Prepaid expenses
 Preproductive period expense provisions
 Regular depreciation, expense method
  depreciation, bonus depreciation 
 Paying rental to a spouse
 Paying wages in kind
 Section 105 plans
Sale of Property
 Income in respect of decedent
 Sale of farm residence
 Installment sale including related party rules
 Private annuity
	 Self-canceling	installment	notes
